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Panel: Image of Triple-A Rating Has Been
Tarnished by Subprime Crisis

Peter Schroeder

Rating downgrades of bond insurers as a result of the subprime mortgage crisis
have "effectively destroyed" the image of a triple-A rating, John Peterson, a
professor of public policy at George Mason University, warned at a National

League of Cities' conference.

Peterson also said the municipal market, "where the bond insurers made their
fortune and got their fame, was an innocent bystander," and that he believes
the nation is already in a recession due to the subprime mess and its resulting

impacts.

Peterson delivered his comments Sunday at the NLC Congressional City
Conference, as a member of a panel examining the housing crisis and its

impact on the muni market.

He was joined on the panel by Brett Palmer, managing director of government
relations for the National Association of Insurance Commissioners, Jill Hershey,
senior vice president of legislative affairs for the Securities Industry and
Financial Markets Association, and Susan Gaffney, director of the federal

liaison center of the Government Finance Officers Association.

Gaffney told the group that the Securities and Exchange Commission should
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change its rules to make municipal bonds more available to money market
funds. Currently, only muni bonds rated double-A or higher are available to
those investment companies, but an argument has been made that there is a
discrepancy between double-A corporate and municipal ratings, with the muni
ratings proving more reliable on a historical basis. As a result, California
Treasurer Bill Lockyer and other market participants have called for more

uniform rating standards.

"The SEC should recognize that there are two different rating systems and if
they recognize that, that means that a whole pool of munis ... could now be

reached by another group of investors," she said.

Gaffney also addressed the controversial issue facing municipal issuers of
auction-rate bonds: whether or not they can bid on their own offerings to avoid
a failed auction. While some market participants have been concerned that
such actions would run afoul of the securities laws, Gaffney suggested they

could provide an important short-term fix for troubled issuers.

"We understand that the SEC is concerned that this might be considered market
manipulation,” she said. "What we're saying is that at this time it's a short-term

help to allow us to bid on our own bonds."

An overarching theme among the panel members was that the struggles facing

the muni market currently cannot be repaired immediately.
"This is not something that's going to be a quick fix," Palmer said.

But Peterson added: "It would be nice to say that we're only going through an

episode that will pass, but that's not the case."



Panel: Image of Triple-A Rating Has Been Tarnished by Subprime Crisis - 03.11.2008 - Bond Buyer Print Article

this service, or data contained herein, except as described in the subscription agreement, is

strictly prohibited. Trademarks page.

Client Services 1-800-221-1809, 8:30am - 5:30pm, ET

For information regarding Reprint Services please visit: http://license.icopyright.net/3.7745?

icx_id=2008031061144N6R


http://www.bondbuyer.com/pagedisplay.html?pagename=trademarks
http://license.icopyright.net/3.7745?icx_id=200803106II44N6R
http://license.icopyright.net/3.7745?icx_id=200803106II44N6R

	bondbuyer.com
	Panel: Image of Triple-A Rating Has Been Tarnished by Subprime Crisis - 03.11.2008 - Bond Buyer Print Article


